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The attached financial statements have been prepared by the Management 'of Megastar Development
Corp. and have not been'reviewed by the auditors of Megastar Development Corp.

T

)




MEGASTAR DEVELOPMENT CORP.

INTERIM CONSOLIDATED BALANCE SHEETS

. August 31, 2006 and February 28, 2006 ..
. Unaudited

ASSETS

Current
Cash
GST recelvable
Subscnptlons receivable i -
Prepald expenscs"and deposnts '

Resource properties ~ Notes };‘%;-'ﬁnd Schedule I-- -«

... . LIABILITIES .

+ .

Current

" Accounts payable and accrued hab:htyes —Note 5

Due to related parties — Note 5 *

N
Voo -

 Share capital — Notes 3, 4and7

Contributed surplus '

Deficit

Nature and Continuance of Operations —Note 1.

"Commitments — Notes 3 and 4

Subsequent E_ven}s —Note 7

- -

-

APPROVED BY THE DIRECTORS:

. “DUSAN BERKA" Director
Du3an Betka . .~ g

SEE ACCOMPANYING NOTES

' SHAREHOLDERS’ EQUITY

“GARY MUSIL"” Director

2006 . 2006

$ . 138,507 $§ 442,013

S 22,177, . 4,009
S0 18,000
22,161 - - 12,000
182,845 -+ .476,022

- 637901 - - 270,303

L S o

$. 5972 $ . 52663
23,000 5500
28972 58163

.. 6,632368 . 6,281,469
G 175,469 139,459
__(6,016,063) . _ (5,732,766}

791 774 _ 688,162

L&&%

Gary Musil
-



[

- Unaudlted

ST 06 200
"Adnumstratwe expenses © Lo

. Bank charges ‘and interest : ' 175 .

. Investor re]atlons . L

i ' v
1

7 ‘.r

Three months ended August 31

46

_“Consulting -Note5- " .e-oa 0 4,500 - 10,430
~Filing fees , . . = . "0 4226 4,638,
ST "7 21,549 . 30,000
Legal'fees ' .: - Y _"'{‘;017 1768 - 3796
Management fees — NoteS o 20,000,,’.;_“ 9000‘ L 39, 500"
" ..., Office, telephone and ‘miscellaneous o oy 6,591 ‘ . 1954 '
CURURent o oiies oL oo 2,385 -,_,_'-7 1,950,
'Shareholder mformatlon RTIRE - 3454 o, *2,480",
Stock based compénsation = Note 4 S 24 121 10,438“"
g Transfer agent . — o -3 916 3,256
.. “Travel. and prornotlon S Y __25}, S L7172

; . "MEGASTAR DEVELOPMENT CORP ..
INTERIM CONSOLIDATED STATEMENTS OF LOSS AND, DEFICIT

1 for the three and 51x month penods ended. Augt_lst 31, 2006 and 2005

-1
“

" Six months ended August 31

.1 2006

4

:,«Accountmg andaudlt fees. $ 7400 $ o 950 $ - 7400

T30
36 550,
s, 526

97,608 -

8,864 -
4335'!“-
7,083

760,760 °

£ 6,257

8515

2005

-

$*‘,'~,‘3550

18430
" 6,713
- 45,000
10,188
119,500
< 2,978
-~ 4,071,
20,876

4,909
C.1,981

+ -

t;_" g T e sy (T 84,683
T i . "1h ’ ) e o B

T Other 1tems

’

Interest mcorne »- IR _lf,136' .27

: -‘1"‘,:3 .

_NEt'loss.forthe p_eriod_-‘. : ".'_',‘ : Y - 9&449):‘ (: "__’34,435)

( : 283,29_7) .

(x 5 732 766)

e 2”86‘,593){'

3,207

e '1410‘1'3)

( [ 5,444; 101)

.:-.‘D_.éfidit, heginnrng_t;)f the period. , " ' ( 5917 614) { _5,'5{)0,62_9)

Cd T T8(.6016,063) S 3,585114) 8¢ 6,016,063)>$(--'5,585,-114)5

s g
TR L

. .
R

$(_ . 0012)

L

-

. Weighted .a‘verég'e number of shares o

£

- outstanding -, - - 17970614 . 12283331

“ .. . -

SEE ACCOMPANYING NOTES

", Basicand diluted loss pershare. - ., *$ (¥ '0.006) $(,  0007) $( . -0.018)

.
a0

18,191,070

»

11,672,054

[
-
-t
o -
L
% LAY
e |
:
. * '
“ Y

¥12979

(" 141,260)

85 .

2477

Ll
'

+



, - MEGASTAR DEVELOPMENT CORP. "
INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS

for the three and six month periods ended August 31,-2006 and 2005

Operating Activities
Net loss for the period
Items not affecting cash
Stock based compensation

Changes in non-cash working capital -
items
GST receivable
Prepaid expenses o
Accounts payable and accrued
liabilities

Investing Activities
" Resource properties expenditures

Jos e TN

Financing Activities

Issuance of common shares

Increase (decrease) in related parties

Increase (decrease) in cash
Cash, beginning of the period

Cash, end of the period

Unaudited

'Three months ended August 31

2006

$( 98,449 $(

2005

84,435) $( 283297) $( 141,013)

2006

Six months ended August 31

2005

Supplemental disclosure of cash flow

information:
Cash paid for:
Interest

Income taxes

Non-cash Transactions — Note 7

24,121 10,438 .- 60,760 - 20,876

(0 74328) (. 73997) | ( 222537) ( 120,137)
( 1,716) 2428 ( 167y 1,994
22,851 5000 (  10,161) ;

( 29,159) 8595 (  46,691) (  10,567)
( 82352) ( 57,974) ( 279,556y ( 128,710)
(- 30983) (  24,178) ¢ 224599) (  25088)
(0 30983) ( 24178) ( 224599) ( 25,088)
17,750 - 183,149 207,249
13,500 1,500 17,500 (  14,541)
31,250 1,500 200,649 192,708

(  82085) (  80,652) ( 303,506) 38,910
220,592 134,141 442,013 14,579

$ 138,507 § 53489 $ 138,507 $ 53,489
$ .8 -8 -8 .
$ . 8 . 8 -8 .

SEE ACCOMPANYING NOTES
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-

Balance begmnmg of penod

~ Shares” ~

Cash and accrual %

S e ter
FLEME )

oW o

e, -

Deferred exploration costs

Advances
" Assay
Consultmg L
- Drilling -
Geological
Geophysical
Lin¢ cutting

L Other =

--'.‘,

Balance end of penod

B!

-

Acqmsxtmn costs :

4‘4

&y

s MEGASTAR DEVELOPMENT CORP Schedule 1
_ INTERIM CONSOLIDATED SCHEDULE OF RESOURCE PROPERT[ES ‘ o
for the penods ended AuggstSl, 2006 and 2005 c o
. . Camada . - .. "7 {_ Towl ' ' __ Total
Sedex Zinc - e e Ralleaw -~ . .
. Property Simkar ""'fKaugmeu Prolec ©U2006 -t 20050 .
§ 20000 *-$ 109'560 'S - 53,671 ' 87060 s 1970303 § 146775 - ’
T L T = 's"a‘fe"' e St d e ’
"-lt.'- : '_J'“ R LA NN I cho T :f-.. I 1 R S
v 4-.7143,000 . Sno e e e 143,000, 32,813
N ) 000 ‘ 15 794 - f288 47,082 1,000 -
L 174000 "-""1'5;794,' , Ty .';"199.032. 33813
e S R0000) b 9,058
a: o .'r. = I J . i' .5’700, - 5,700 . T -
A P A P (S 13,5397 et i 1,539 o .
R Coeoe T et oo 104,607 s C104,607 1T -
e R 227227 e e ey 22,7220 13,193,
Co ‘: '.-‘. ;:' "l + ' K 4. \"f.!.-'v." -i}.-";:-iu '-:'."‘. . 42,948 :.ﬁ-\hﬂ,': . '-"'-42’9.48, ' -;
’ % ‘1 -1 ";-,r 1'. 1 ] = LY I_Q,OOO A ' N A ,' ‘ S ! -'
g . =t ‘. :‘:' oL t‘ . PRI ) ' o - M
Travelandaeconunodatlon P - S S R S . - 's_ - 1.837
: e R -_.' 154 794 "2 171516 24.088
wt LS B L I S AL S Y ' .
0 I T T B L oot e
. - -7 4o S t . . |
- 2 * oo N A - S Vo -
ot s AR ! , o t + 4 s I ‘
o "'f. . - ' '.‘ . o B fh: . - '.‘ i |
'} b : - - Ea .‘:. o 134 . » va Vo
' R - 3 S VY . L U :
LA A ) » N
SEE ACCOMPANYING NOTES - )



s Note 1

MEGASTAR DEVELOPMENT CORP.
'NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2006 -
Unaudited

Nature and Continuance of Operations

The Company is a development stage public Company listed on the TSX Venture

Exchange. The Company is in the process of exploring its resource propertles and has not
yet determined whether these properties contain :reserves:. that : are economically
recoverable. The recoverability of amounts shown for resource properties is dependant

" upon-the discovery.of economically recoverable reserves and confirmation of the
“Company’s interest in the underlying properties, the :ability of the Company to obtain

‘necessary ﬁnancmg to satisfy the expenditure. ‘requirements under: resource property

agreements and to complete the development of the properties,:and upon future proﬁtable

'producnon of the: sale thereof.” . oo RN

A : 3
These consohdated ﬁnanc1al statements have been prepared m accordance with generally
accepted accounting principles applicable to a going.concem; swhich assumes that the
Company will be able to meet its obligations and continue its operations for its next fiscal
year. Realization values may be substantially-different from carrying values as shown and
these financial statements do not give effect to adjustments that would be necessary to the

-carrying values and classification of assets and liabilities should the' Company be unable

to continue as a going concern. At August 31, 2006, the Company had not: yet achieved
profitable operations, has a working capital surplus' of $153,873, accumulated losses of

"v'$6;016,063 since its inception, and expects to incur further losses.in the development of

* -its'busitiess, ‘all of which casts substantial doubt about the Company’s ability to continue

Note 2 '

as a going concem. It is suggested that these financial statements be read in conjunction
with the Company’s February 28, 2006 annual audited financial statements.
The Company is incorporated under the British Columbia éompany Act.

D

Summary of Significant Accounting Policies -

‘The consolidated financial statements of the Company have been prepared in accordance

with generally accepted accounting principles in Canada and are stated in Canadian
dollars. Because a precise determination of many assets and liabilities is dependent on

. future-events, the preparation of financial statements for a period necessarily involves the

use of estimates which have been made using careful judgment. . Actual results may differ
from these estimates.

The consolidated financial statements have, in management’s opinion, been prepared
within reasonable limits of materiality and within -the framework of the significant
accountmg pol1c1es noted below o *




et T . I 1

Megastar Development Corp. . e
Notes to the Consolidated Financial Statements . e .

August 31, 2006 - Page2 . o Do e
Unaudited LT oo ' ‘ o

Note 2 Summary of Slgr_nﬁcant Accountmg Polrcrc - (cont d) . - R ,

a) Prrnctgles of Consolldatlon

.« . These consohdatcd _financial  statements mclude the accounts of Megastar
] ) Development Corp and its wholly—owned subsrdrary, 1055019 Ontario ertted
n - (“OntarroCo ”) All 1ntercompany transactlons have been ehrrunated
. . . . -_ . e ’.r n ) ",‘ . ':_.",._ s
b) Resource Pronertres T et

o ‘-.t - a . T “
Ta, ot R .,’-.-;_-_ (. Yo

'I'he Company defers. the cost of acqumng, mamtarmng its 1nterest explortng and

. - -developing - mineral properties untrl :such trme .as the; propertres are placed into
- production, --abandoned;. sold,- or considered 10 be tmparred in value. Costs of
. producing. properties_will: be amortrzed on a unit, of - productron basis and costs of

Le

. o rmneral properties are credited to the can‘ymg value of the mineral properties, with
Ce - any.-excess mcluded -in operations.. Wnte-downs due to 1mpau1nent in value are -
3 chargedtooperattons ST i g -

: . Lt s . . . 2
EES sz.—rt S L

e The Company is.in the process of explonng and developrng rts rmneral properties.and

PRI 11 |. T2

revenues. from- the property or- from. the, sale 5f the property Amounts shown- for_ .

_ . properties, represent costs incurred net of- wnte—downs and. recovenes and are not
LN '.‘. intended to, represent present or future values I i :
. “.’f-‘ 0 - ,r - N -, o . i . ”,..."-i'a . .

R ) Foreign Currenchranslauon . .

'1.-.‘.91- ". - or

translated at the exchange rates prevarlmg at'the transactron date Gams -or losses
arising from the transactrons are included in operatrons .

d) Basic and Dlluted Loss per Share

L
1,

Basrc loss per share rs computed by drvrdmg the loss for the year by the’ werghted
average number of cornrnon shares outstandmg dunng:the year Diluted earnings per

*share 1 reﬂect the potentral dllutron that could oceur. if ‘potentially dilutive securities '

-were exercrsed or converted to common -stock. The dilutive. effect of options and

_ ‘warrants and their equrvalent is"computed by appllcatron of the treasury stock method
S ~.and the effect of convertible securities by the “if converted” method: Fully diluted
amounts are not presented when the effect of the computatrons are anti-dilutive due to
the losses incurred. Accordmgly, there i rs no drfference in the amounts presented for

basic and dituted loss per share P .

abandoned .properties are wntten off. Proceeds recewed on the sale of interests in -

. . ~has-not’yet deterrmned the amount of = reserves avarlable Management reviews the ~
., . - carrying value of mrneral propertres on a penodrc basrs and w1ll ‘Tecognize impairment
. .in- value based upon current . exploratron results the prospect of further work being

Monetary - 1tems denomtnated in a forelgn cprrency are. translated into Canadian -

o .dollars at exchange Tates prevarlmg at the balance sheet date and ‘non-monetary items " .
C e ;. are translated at exchange rates prevarlmg when the assets were acquired or
L o obhgatrons mcmred Forergn currency denormnated revenue and expense items are .



Megastar Development Corp.
Notes to the Consolidated Financial Statements

August 31, 2006 - Page 3 ' .
Unaudited

Note 2

Summary of Siggiﬁeant"Acoounting‘ Policies — (cont’d)

€)

Financial Instruments

" The carrying value of the Company s financial instruments, con51st1ng of cash,
" accounts receivable, prepard expenses and deposits, accounts' payable and accrued
liabilities and due' to related parties approximate their fair market value due to the
short-term matunty of such instruments. Unless otherwise noted, it is management’s

'f“ opinion that the Company is not exposed to srgmﬁcant mterest currency or credit
"~ risks arising from these financialinstruments. =~ -

Asset Retirement Obligations ~ . oL

» ' The farr value of obhgatlons assoc:ated with the retrrement of tangrb]e long-lived
. assets are recorded in the’ penod the “asset is* put into use with a corresponding

mcrease to the carrymg amount of the related asset. The obllgauons recognized are
statutory, contractual or legal obligations. ' ‘The liability is“accreted over time for
changes in the fair value of the liability through charges'td* accretion, which is
included in depletion, deprecratron and accretion expense. The costs capitalized to the
related assets are amortized in a manner consistent with ‘the dep]et:on and depreciation

of the related asset. At August 31, 2006, the Company cannot reasonably estimate the

fair value of the resource propertles site restoratton costs ifd any.”

2 - '

Flowithrough Shares o o , 5

S - . S 4

~Under the termis of flow-through share agreements, the related expenditures are

renounced to the subscribers of such shares.: In' March 2004, the CICA issued

~ Emerging Issue Committee Abstract No. 146, Flow-through Shares, 'which clarifies

hy

the recogmtron of prevrously unrecorded future income tax assets caused by
renouncement of expendrtures relating to flow-through shares. For flow-through
shares issued after March 19, 2004, the Company récords the tax effect related to the
renounced deductions as a reduction of income tax expense (recovery of future’
income tax asset) in the statement of operations and as a reduction in-share capital in
the balance sheet on the date that the Company renounces the deductions for
investors. -

'Stock-hased Co'mpensation -

4

" The fair value of all share purchase optlons granted is expensed over their vesting K

. period with a corresponding increase to contributed surplus. Upon exercise of share

purchase options, the consideration paid by the option holder; together with the
amount previously recognized in contributed surplus, is recorded as an increase to
share capital.

The Company uses the Black-Scholes option valuation model to calculate the fair
value of share purchase options at the date of grant. Option pricing models require the
input of highly subjective assumptions, including the expected price volatility.
Changes in these assumptions can materially affect the fair value estimate and,
therefore, the existing models do not necessarily provide a reliable single measure of
the fair value of the Company’s share purchase options.
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Megastar Development Corp:- : e

Notes to the Consolidated Financial Statements ] -
- August 31, 2006 — Page4 : _ N -

Unauchted

_l\lote 2

Note 3, -

-y“k‘

Summary of Significant Accountmg PO]ICICS - (cont d)

1) Income lax'es . o o S
- B : 1 .- o e

Lo The Company follows the asset. and hablltty«method of accountmg for income taxes.

-~ Under this method~ current income taxes are. recogmzed for the estimated. income
~, 'taxes payable for the current penod Future income, tax ‘assets and liabilities are
recognized :for temporary dtfferences between the tax and accounting basis of-assets
.and liabilities: as well as for. the beneﬁt of losses avallable to. be camed forward to
ﬁ;ture years for tax purposes on]y 1f l[ is more lrkely than not that they can be realized.

R . “, -

J) Mining Tax Credits . e miaes Lo A
sy o TR U LT e

Mining tax, credlts are. recorded in the accounts when there is reasonable assurance

" .that the Company has comphed w1th and w1ll contmue to comp]y with, all conditions
needed to'obtain the credtts These non-repayable mining tax ‘credits are ‘earned in
respect 10" exploratlon costs 1ncurred in Bnttsh Columbia, Canada and are recorded as

2 reducuon of the related deferred explorauon expendltures

.....

' .

I bt oty e H '
ot TR (I . oy

)

,Resource Progernes e L L .

'a

o
n
. -

V4,

a) Stmkar Pronertv. Ouebec Canada .

 The Company s wholly owned subsndlary has a 100% mterest in. two contiguous
rmmng concessions totaling 557 acres located in Louvicourt Townshlp, Quebec. .

. - L . T
- T e

- b) Kauputau Properties. Quebet Canada' S e o

Pursuant to an acqutsmon agreement dated February 7, 2005 the Company acqmred a
100% mterest in 63 mineral claims 31tuated in Northem Quebec Con51deratton was
cash pald of $6, 615 and the i issue of 250,000 common shares The claims are subject
. t0a,2%. net smelter royalty of whtch 1% can be purchased by ‘the Company at any
ttme for $1,000,000. . ;

)’ Ralleau Project

Pursuant to an agreement dated June 27, 2005 the Company vaLIlI'Cd a 100% interest
in 12 mineral claims snuated in the Quewllon area of Quebec.” Consideration was
cash of $1,000 and the issue of 250,000 common shares. The claims are subject to a
2% net. smelter return of which’ 1% can ‘be. purchased by the Company at any-time for
$l 000 000 '

oo . . . »

[ . .




Megastar Development Corp. " , e

Notes to the Consolidated Financial Statements

August 31, 2006 - Page 5 . _ | S o
Unaudited .
Note3 - Resource Properties “(cont’d) !
d) Sedex:Zinc Property - e
Pursuant to an. agreement ‘dated February 13, 2006 the Company has an optron to
i acquire a 100% interest in'46 mineral claims located in the Omineca Mining Division,
-BC. Consrderatlon is cash of $1 10, 000 and the 1ssue of 500 000 common shares as
‘ follows ' 3
“Cash i‘. ., V ‘,. 1 . , PR ,!‘Ai'__- .".-I..I: ,.;_‘: ;..J._...'.' ‘ |
On execution of the agreement (paid) _ - $ 20,000
Upon regulatory approval (paid) S e ! 20,000
Within one year ¢ of regulatory approval o I 30,000
‘Within two years of regulatory approval' AR e - 40,000
‘Shares ' o e T 3 fﬂ ﬂ ’
- Wnthm ten days of regulatory approval (1ssued) ; N .. —_500,000
A finder’s fee in the amount of $11,000 and 50,000 shares of the Company was also
,pald The claims are subject to a 2% net smelter retums royalty of which the
Company can purchase 1% for $1:,000, 000 ._‘. ‘ . r
' Note4  Share Capital — Note 7
_ a) Anthori;ed:-
* Unlimited number of common shares without par value . e
. . ;
4t . A 0 -
. : : = iy T 0
IEREEIL <RI AL TE T
N R U ' R
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3 'Megastar Deve1opment Corp.’ .. * . s ~r‘""' e ‘
, Notes to the Consolidated Financial Statements e, ¢
T ~ August 31, 2006 - Page 6 L g
' Unaudited '
: Note4  Share Capital - Note 7 (cont’d)’ . .
. b) Issued: : T
) PP R . -Number of Y
- x ¥ f Shares Amount
f‘ ) Balance February 28 2005 . .,j . 10 753 983 8 5445916 -
T Forcash R » A e 7 -
2 _ R ;| Pursuant to pnvate placements SRR at $0 12 3 018 750 362,250
o ! ‘ T e e ._-at $0 14 1 250 000 ' 175,000
. RN ; e T T a0, 1577577 794,000 - 119,100 ,
: Pursuant to.warrants exercrsed T ,,‘ - at $015 ' 440 000 66,000
L ' Pursuant to stock optlons exerc1sed N FIar'so. 11’ - 75 000 8,250 _
- _ L, , . “Tat! $013 75 000 --9,750° -
' S Lo - at $0.15 3‘ ] 100~000 15,000
b .-Less: share issue costs ’ N (6,900)-
A ' For acquisition of thineral property "-+250,000 - 56,250
Transfer from contributed’ surp]us on exercrse of oy L, B
: . share purchase opthns S S LV 5 PR 30.853 -
‘ 0 v Batande; February 28] 2006 16, 756 233§ 6,281,469
R i . t Forcash i o " - R ° .__’ ‘ ) v |,"_- ".' R
Chee T L, e Pursuant to warrants exercrsed - at-§0:20- r u27 000 5,400
B s " _‘,“"" O R R N at$015”_:' +100,000-. 15,000 -
L e A A L POL “Lat $0.23i¢ " vy 600 000 L 138 000
SR B Pursuant 1o stock optlons exercised- - al $0 I atFee 225,000° : 24, 750,
A - For acquisition of mineral property 550 000i> ‘143,000 .
. w7 Transfer from contributed surpluson’exercise of .° - ,
' ool s share purchase 0pt|ons = e 24749
b R ’ ' : . ' . L. ) S
Balanc'e, August 31,2006 - .t .- +;..-18,258733 8 6632368
c) Escrow & o o '-;’A . :_‘, h_; .' ‘
; s AL August 31, 2006 131,250, (2005 131 250) shares are held in escrow by the |
f -, Company s transfer agent. The release of these shares ‘is subject ‘to regulatory-
: m . approval. A S v
E N . *‘ ) L
- d) Comrmtments R
i o LR N T e S C T ;
. _'-‘f“-' oot Stock—based Compensatton Plan . -
. - ? * . et 5 . !
. ™ - v N e we . ~ . ;t 7
Co . " The' Company has granted share purchase optlons to drrectors employees and non-_ :
T ' employees: - These options are'granted w1th an- exercrse price equal to the market price
RTINS ' " of the' Company’s shares on .the date of the grant +The share purchase options have
. vesting termis; ranging from immediate upon grantmg to ‘over eighteen months. A.
- _, summary of the status of the options outstanding as at: August 31 2006 is- presented‘
i ) below: .
tC‘ - > ) 3

b
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Megastar Development Corp. .
Notes to the Consolidated Financial Statements ¥ - ¢

August 31, 2006 - Page 7

Unaudited

Note 4 Share Capital — Note 7 ~ (cont’d)
d) Commitments — (cont’d)

Stock-based Compensation Plan — {cont’d)

© 2006

Weighted -~
Number of " Average -’
Stock Exercise
Qptions " Price '’
. Outstandmg at begmmng of ) o
" . period : ' 1,940,000  '$0.14
* Cancelled/expired . (50,000) . $0.25
Granted 575,000  $0.24
Exercised (225,000) " $0.11.

Outstanding at end of 'period 122400007 - 301171. e T
Exercisable at end of period 1,549,740 |

Durmg the period ended August 31, 2006, stock-bascd compensauon expense of

" 7'$60,760 (2005: $20,876) was recorded.” The weighted average fair- value of share
purchase options granted of $0.143 (2005: $0. 088) per option was determined using the
Black-Scholes options pricing model with the following assumptions:

2006 2005

Expected dividend yield s 0.0%' 0.0%
Expected volatility ' T 61-T4% 0 T6-102%
Risk-free interest rate 4.49-453%  2.50-2.78%
Expected term in years 1-5 _2-5

" As at August 31, 2006, the following share purchase options are outstanding;
3 L . . . .

Number of Shares Exercise Price Expiry Date
200,000 $0.32 _ April 17, 2007
295,000 . - $0.11 . December 5, 2008
120,000 $0.25 - January 28, 2009
500,000 $0.11 January 17, 2010
750,000 $0.15 January 25, 2011
300,000 $0.20 March 21, 2011

$0.22 April 10, 2011

75.000
—2.240,000

4
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-+ _: ., .= Megastar Development.Corp.* _ o T
1 .- - - Notes+o the Consolidated Financial Statements o e
. oA ugust 31, 2006 — Page 8 _ ‘ ST ) :
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Note 5 Related Party Transactions (cont d)

Due to related partles at August 31, 2006, of $24;500-(2005: $2 000) consxsts of amounts
“owing to directors of tlie Company for unpald management fees. These. amounts are
unsecured, non-mterest beanng and have no spemﬁc terms of repayment ' :

,' Dunng the penod ended August 31, 2006 the d1rectors -and ofﬁcers purchased 437,500

common shares at avérage price of '$0.175 pér share’ pursuant to the exerc:1se of share

purchase options and -warrants (2005: 390,000 common shares pursuant 10 a prlvate
placement at $O 14 per share) : : | l

Note 6 Non—cash Transactnons _ ) . ae
i e - R . ‘i oy
Investlng and ﬁnancmg actmtles that do not have a direct impact on current cash ﬂows
aré excluded from the.cash flows statements. - The' following transactions, were excluded .
V’from the statements of cash flows: |‘ T : ISR '
WL a) Dunng the penod ended August 31 2006 the Company 1ssued 550 000 common
G - shares at $0.26 per share ($143 000) pursuant to the acqulsmon of the Sedex Pro_]ect

Note 7 Subseguent Event R . VR o _;‘ O
. 'Subsequent to August 31 2006 -the Company completed a non-brokercd ‘private
. placement of 4,775,000 ﬂow-through units at a price of $0.20-per unit for total proceeds
:of $955, 000. ‘Each unit is compnsed of ‘one flow-through common’ share-and oné non-
] flow-through share purchase warrant. Each non- flow-through warrant is exercrsable for
 one additional tion-flow-through common share for-a period ‘of two years at-an exercise
. price of $0.30 per share in the first year and $0.40 per share in the second year. A cash.
* finder’s fee of $47,750 i is payable and a finder’s fee option of 477, 500 units at $0.20 for a

teml of two years has been issued. Each finder's fee unit is comprised of one non-flow-

through common share and one transferable finder’s fee share purchase warrant

el

‘-, R . . . .. o X . - _ 5 ?
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MEGASTAR DEVELOPMENT CORP

r

FormSl 102F1 A
' ‘ i ’ PP IR A '
’ Management s D:scuss:on & Analys:s
o R for the. Quarter EndedAugust31 2006
. 7. s %, : . : (and containing i_nfofrnation as of October 1§,:2'Qt56);. - A
R I PR S S A ‘ '_; el N
frem 1: INTERIMMDSA: © T e T

Forward-iooking ln’fbrmadon e
: T N R O

ThlS Management Dlscussmn and Analysrs (“MD&A”) contams certam forward lookmg statements and |
1nformatlon relatmg to Megastar Deve]opment Corp. (“MDV” ot the. “Company”) that are based on the

' bellefs of its management as well as assumptlons made by and’ 1nformat10n currently available to MDV.
~When used in’ thls document the words anttc:pate “beheve estlmate -“‘eéxpect” and similar

expressrons as they relate 0 MDV or'its’ management are mtended 10 1dent1fy forward-looking
statements. This MD&A ¢ontains forward-lookmg statements relatlng to, among ‘other thmgs regulatory
comphance the sufﬁc1ency of current workmg cap1tal ‘the estlmated cost and avatlabthty of funding for
the contmued exp]orauon and development of MDV exploratlon propertles “Such statements reflect the
cuirent v1ews of MDV with’ respect to future events and are sub]ect to certain ‘fisks, uncértainties and
assumptlons Many factors could cause, the actual resplts performance or achlevements of MDV to be
matenally dlfferent from any future results performance or. achlevements that may be expressed or .

-implied by such forward- lookmg ,statements Asxde from factors 1dent1ﬁed !m the annual MD&A,

S

. . e,
1 - st PRI LI

LR

addmona] 1mportant factors if'z any, are identified here

" L [ N . . ) . . .
1.1 Date - ' " R _ e o .
R Lot ,.‘ ‘IT' -| . - - - - R o i -

'The followmg d:scussxon and analy51s(1was approved by the Dlrectors of the Company on
October 19, 2006. All ﬁgures are m Canadlan dollars unless otherwxse noted

PR S v
L] : ’
. L] .

1.2 Overall Performance ‘A_ S N I : -

: SIMKAR progeny, Quebec: L

The Company s exploranon focus has been in Quebec on the Company s 100% owned
«SIMKAR property.’ Megastar Development Corp. has a 100-per-cent interest in two mining
concessions’.consisting - .of 557 acres in.the Louvicourt townshlp of Quebec, approximately 20
kllometres east of Val d'Or, Que. The Slmkar property is situated’ w1thm the Abitibi greenstone
. belt.- While the Simkar property: was owned and operated by ;the Louvrcourt Goldfield Corp.

o (“Louvicourt™) in the*mid-1940s, it, produced approxrmately 32 000 ounces of gold between

-]947and1949 S AN e LR

¥ .- -
~.'m reedt s

. The Company has spent over $800 000 on a drilling-program . durmg mld to late 1990-ts The
_ Company has received ‘an engineering report recommendmg a further dnllmg program on the

1
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Simkar Propérty. After raising sufficient funds for further exploration and drilling program by
way of private placements.in early 2004, the Company entered into ‘an exploration and diamond

" drilling contract as announced in the News Release dated August 5, 2004. The program consisted
'of 900 meters of NQ-core diamond drilling and commenced following refurbishment of the grid

on the property. A result of the completed summer 2004 diamond drill testing was announced in
the News Release dated December 13 2004 and can be rewewed on SEDAR.

A NI 43- 101 Techrical Report prepared by Carl Pelletier, B.Sc., P. Geo was' filed and is
avallable on Sedar at http: //www sedar. oom/DrSDlavCCamDanvDocmnems do"lang—EN&lssuerNo=00005816

On March 4 2005 Megastar announced the results of a detailed compllatlon of the prospective
North Rhyolite target area. The North Rhyolite is a 700m wide,’ virtually: untested- sequence of
felsic volcanic rocks belonging to the Val d’Or Formation. The North Rhyolite crosses the north
part of the property over a strike length of 1km. To date, only.6.drill holes have been completed
within the favourable sequence. Assessment files compiled indicate that all of these holes have
crossed wide zones of significant sulphide mineralization consisting mostly of pyrite and minor
chalcopyrite. Although these reported sulphide zones were not systematically assayed many of

" the rare samples taken Teturned anomalous to higher-gradé - gold values. In addition to the

existing IP Survey, recently cornpleted regronal -scale Megatem and Titan24 surveys, completed

by Aur Resources covered the north part of the Simkar Property,-ificluding most of the North
_ Rhyolite. The data obtained from Aur Resourcés, identifiés‘ nine (9) anomalies within the Simkar
' Property The most significant is quoted as 2 “Priority’ 17, moderate ‘conductor located at

moderate to great depth. This anomaly appears coincident with one-of Megastar’s [P anomaly. In

' :.addltlon a strong, deep-seated’ T1tan24 -anomaly is interpreted to be‘located within the North
Rhyolite.'Geophysical interpretation 'suggeésts that the anomaly is locatéd at a“depth of 700m to

1200m. The Titan24 anomaly is coincident with both the IP and the Megatem features described

~ above. "The' deep penetrating geophysrcal data obtained from Aur Resources greatly enhances the
potennal ‘of the' North Rliyolite.'Megastar intends to conduct a phase one exploration- program

consisting of down-hole Pulse EM geophysics of two prevrous holes and d1amond drlling of
selectéd Pulse EM, Megatem and Titan24 anomalles

On May 30, 2006 the Company announced that it has retained Martin Bourgom P.Geo. a
principal of MRB & Associates of Val d°Or, Quebec to complete a detailed digital compilation
of all the historic gold zones on the SIMKAR Property. The objectives of this compilation are to
produce a 3D 'computer model of the mine workings and gold zones and establish the potential of
additional gold mineralization on'the property both along strike and at depth.

il

KAUPUTAU property. Quebec: ° : .

On March 3, 2005 the Company announced the completion of the purchase of a 100% interest in

‘the KAUPUTAU Property located in the Opinaca reservoir region, James Bay, Quebec, as first

reported in the News Release dated Feb'ruary 8, 2005. Pursuant to the agreement the Company
paid $6,615 and issued 250,000 shares in the capital of the Company. The Vendors will retain a
2% Net Smelter Royalty’ of which 1% can be purchased by the Company at any time for

3 000.000. The KAUPUTAU property is accessible via an all-weather road and consists of 63

desrgl‘réted cells (mining claims) fully covering a target feature identified by a high sensitivity
EM and magnetic airborne survey performed by SIAL Géosciences Inc. The geophysical data
confirmed regional scale folding along with more complex smaller scale folds and potential
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faults and shears. Air photo mterpretatlon suggests the. presence of late mtrusrve bodies and a

Govemment sponsored regional mapping program has identified anomalous gold silver and

copper values within a sulﬁde bearing (pyrtte-chalcopynte) sheared volcamc tuff on the property.
‘On June 13, 2005 the Company announced the reconnaissance and mapping program designed to

identify and sample zones of mmerahzauon in ‘order to onent further exploratton efforts

The James Bay reglon features two 1mportant volcanic belts Eastmam and La Grande and has

been the focus of a staking rush following Vrrgmla Gold Mines’ (VIA TSX) dtscovery on the
Eleonore Property (to the north of KAUPUTAU) where several. holes have yielded outstanding
results including intersections ranging up to 22.27 g/t Auover-ll] 05m.In April 2006 Goldcorp
Inc. (G: TSX) has completed acquisition of the Eleonorc Gold PrOJect from Vtrgma Gold Mmes
Inc..for more than SSOO mllllOl‘l 2 s U AR

o e s R ,
LI : ik I TR ' T

RALLEAU property, QuebeC' e e ae e
‘ o
On July 25, 2005 the Company announced that 1t has recewed regulatory approval for the
acquisition of.a 100% interest in the RALLEAU property located approximately 40km east of
Quévillon, Quebec as. first reported in the News Release dated . June 1, 2005. Recent mapping
. and sampling :has 1dent1ﬁed anomalous Cu Zn Volcanogenlc Masswe Sulphide (VMS)
mineratization ;on. the property Severa] untested input anomahes occur w1thm the favourable
felsic volcanic rocks which are comcrdent wrth anomalous base metal values on surface. Chip
'_ sample results elsewhere in the region retumed values up to 1.56% Cu 17.2 g/t Ag over 14
meters. As well .a recent government publtcatlon states that the probablhty of discovening a
VMS deposit .within the lavas and tuffs at RALLEAU is high. The property is located a short
distance from. Breakwater’ s (TSX:. BWR) Langlors mine hosting Teserves . and resources of 8.3
MT of 11%Zn, 0.8%Cu and 53 g/t Ag (Breakwater 2004 annual report) -The Acqulsltton
Agreement was amended such that the sole vendor. of the property is Nlevex Geoconsultant Inc.,
;an arm’s length party Pursuant to the agreement the Company paid $l 000 and tssued 250, 000
shares in the capital of the Company. The Vendor. will retain a 2% Net Smelter Royalty of which
1% can be purchased by the Company at any time for $1 000 000. The closrng of this acquisition
was announced in the News Release dated August 18, 2005. \

-On January 3 l,,2006 the Company announced that exploratton work has commenced The field
crew.is now mobilizing.to the property via a series of recent forestry roads emanatmg from the
Val d’Or-Chibougamau provmcral road, providing direct access to. the property The program
consists of approximately 75 line-km of line_cutting followed by.a magnetometer survey. In
addition, selected grid lines will be covered by a DeepEM in-loop survey in order to better define
the known conductors within the favourable felsic volcanic rocks. This preparatory work will be
followed by a diamond drilling program designed to test the prronty conductors delmeated from
the deep-penetrating EM survey.
On March 15 2006 the Company announced th_e completron of a 75km gnd and the
commencement of a magnetlc/DeepEM survey. The geophysical program consisted of
approximately 75 line-km of magnetometer survey., In addition, selected, grid Iines were covered
by a DeepEM in- loop survey in order to better deﬁne the known conductors wrthm the favorable
- felsic volcanic rocks. The DeepEM in- loop survey is.a Tlme-Domam EM geophys:cal method
developed by Crone Geophysics. It is desrgned to. locate conductive bod1esr(such as sulphide
deposits) within the underlying rocks This preparatory work. wrll be followed by a diamond

.
t
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drilling program designed to test the pnonty conductors delineated from the deep-penetrating
EM survey. ‘ ) ) T )

On April 11, 2006 the Company announced the completron of a-magnetic and a DeepEM survey.

" Six (6) distinct DeepEM conductors were identified, 4 of which occur w1th1n the favorable

Novallet rhyolites. Drilling fo test these identified conductors was scheduled to follow. Megastar
covered the entire property with the appropriate geophysical surveys in order to refine the
geologrcal interpretation and further characterize the historic airborne Input conductors. The

_ miagneti¢ survey clearly maps a unit of low’ magneuc susceptibility Wthh correlates with the

Novallet rhyolite identified in the Government survey. Based on local outcrop exposure of the
Rhyolite the RG2002-12 interpretation estimated its thickness to be 500m -thick." - The recent
detailed ground magnetic survey conducted by Megastar suggested that the unit measures more

" than 850m thick and strikes across the entire Ralleau Property. In'addition magnetic anomalies

adjacent ‘with the' south contact of ‘the rhyolite are coincident “with' reported surface
mineralization, and signatured by DeepEM conductors. Megastar has now completed the
preparatory work on the Ralleau Property and results continue to support the potentral for
discovery of VMS mineralization. - _ Cur

On April 26, 2006 the Company announced that diamond drilling is in progress to test the six (6)

prominent DeepEM conductors identified by ground geophy31cal survey: Five (5) holes totaling
" 1500m will be drilled in order to'test all six conductors. Holes-are also ‘planned to be surveyed by

Downhole EM once completed. The downhole survey will prov1de a'radius of investigation of
more than '100m around the holé-within which any conductors can be identified and linked to

- geological mformatlon obtained from -the core. Results of the'exploration program will be

announced as soon as the dnllmg program is completed and all analytrcal results are recelved

‘On May 24 2006 the Company ‘announced that the first phase of diafhond’ dnllmg has been
' completed Dnll core ‘logging and sampling is currently in -progress. Due to the’ level of

explorationactivity in the area, ALS  Chemex is expenencmg ‘a backlog of samples, but the
company will announce complete results on this program as soon as all assay results are obtained
from the Iaboratory and a summary compilation has been prepared

As of October 19th 2006, results from wholerock hthogeochemlcal samplmg are- still pending.
Diamond drilling’ intersected disseminated, stringer and massive sulphide mineralization over
metric widths and all conductors were explained. Coring of sulphide mineralization prompted
the company 10 stake additional claims to the east and initiate discussions with its immediate
neighbour in order to further consolidate the land holdings. The company is des1gmng a $200
000 exploratron program to be oonducted early to mid 2007. ¢

SEDEX Zinc project, British Columbia:

On February 13, 2006 the Company announced that it has entered into an option agreement to
acquire 100% interest in'a total of 46 mineral claim units located in the Omineca Mining
Division, British Columbia, approxrmately 280 kilometers north-northwest of Mackenzie, B.C.,

‘Canada. These claims are situated in the emerging world class Gataga-Akie SEDEX

zinc/lead/silver camp in the Omineca mining district of British Columbia, northeast of Williston
Lake. The claims under option cover 185 square kilometers and include 5,630 meters of active
zones in the favorable late Devonian Gunsteel shales that host the recent new discovery by
Mantle Resources Inc. (TSX-V: MTS)YEcstall Mining Corp. (TSX-V: EAM) on Ecstall’s Akie
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property Several of the. Megastar’s claim units are located in close proximity to the historical
Akie deposit where recent dritling program by Mantle Resources discovered a significant new
zone of thick, high-grade SEDEX -style zinc-lead mineralization - most recent drill hole resuits
released over the past three months include 17.93 m of 17 22% Zn (hole #1) 26.7 m of 11.95%
Zn, 2.74% Pb (hole #2) and 19.2 m with 8. 71% Zn, 1. 83% Pb. The Company S c]alms cover part
.. of the highly prospective Gunsteel shale formation in the regionally, extensrve world class

; AKechrka trough SEDEX,zinc. basm of Northem ‘British Columbra The Kechrka ‘trough is

- . geologically similar and comparab]e in size and economic potentlal to.the Red’ Dog basin of

Alaska, where Teck Cominco operates and controls the world’s largest zmc/lead mine.. The

newly acqurred clalms dubbed the SEDEX ch PrOJect contam srx known mmeral occurrences

documented by the B. C Geologrcal Survey ‘

_ On August 18 2006 the Company announced that surface prospectmg and samphng program on
the Sedex zinc property in Ommeca mining dmsron approxrmately 280, krlometres northwest of

'Mackenme B C., is.under way. = by e

OTHER' o

On Apnl 10, 2006 the Company announced that Phllrppe Cloutter P.Geo has jomed Megastar $
Advisory Board Mr -Cloutier brmgs to Megastar .over 18 years of experlence in the mining
exploration and development busmess Mr. Cloutier i 1s currently Vice Presrdent Exploratlon for
- Alexis Mmerals Corp., and prevrously has worked for mdustry leaders such as Noranda Inc., Aur
Resources Inc., and Soquem spec1ahzed rnostly m VMS Cu-Zn type deposrts M. Cloutier has
-had .a dlscovery-onented career., He has played an mstrumental role, in the “discovery and
dellneatron of Noranda’s. Bell AlIard South Cu-Zn Mtne in Matagamr Quebec More recently, as
V.P. Exploratron for Alex1s Mmerals Corp., Mr. Cloutter has been involved in the discoveries of
_the Montbray and West Ansﬂ VMS Deposrts located in Rouyn-Noranda Quebec Throughout his
career, Mr, Cloutier has gamed a vast expenence m deep dnlling (>1000m) techntques Borehole
Pulse. EM geophysrcal targetmg,,T1tan24 surveying, and geochermca]/geologlcal 1nterpretat10n
with respect to Volcanogenic Massrve Sulphrde Deposits.. - ., oo

The Company announced that commencing May 2, 2006 common'shares?offl\‘/leg‘astar will begin

s trading on the Frankfurt Stock Exchange ("FWB" -- Frankfurter Wertpaplerborse) in Germany

under the tradmg symbol "MSQ" ‘On Apnl 19, 2006 Megastar ‘announced that it entered into. an'
' Investors Relations Agreement with Value Relations GmbH . (“VR”) to act as, the companys
strateglc mvestor relations consultant in. Germany, Swrtzerland and Austna : L :

The Company held the Annual General Meeting on July 21, 2006 At the Meetmg, Shareholders :
passed the resolution to set the number of directors of thé Company for the ensuing year at five.
As tabled for election by Shareholders, Messrs. Dusan Berka, Hanif Sachedma Richard Roy,
Philippe Cloutier and Gary Musil were elected drrectors for the ensuing year. .

' . 'Pursuant to a “Stock Optron Plan “as approved by the shareholders at the Annual general

Meeting that was. held on July 21 2006 the Company has' 1mp1emented a Frxed Stock Option

Plan whereby a maximum number of shares reserved for i 1ssuance under the plan at any one time
wrll not exceed 3,626,746 shares

R .
RPN Ol MR FEINE O
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Private placement financings:

"~ On February 20, 2006 the' Company announced that it has ra1sed $481,350 in non-brokered
- private placements, and $43,500 through the exercise of 290,000 warrants at $0.15 set to expire
" on January 26, 2006, for total proceeds of $524,850. Additionally, furthér to the News Release
. dated January 25, 2006; the Company has closed a non flow-through private placement tranche
" by issuing 3,018,750 units at a price of $0.12 per unit for total proceeds of $362,250. Each unit
' will consist of one common share and one non-transferable share purchase warrant. One warrant
will entitle the holder to purchase one additional non-flow-through common share of the
" company for a’ penod of one year at a price of $0.15 per share. The shares issued under the
private placement are subject to a four-month hold pertod expmng on June 10 2006 The
company'paid findér's fees of $6 900 W el T S

Investor Relations:

On January 31, 2006 the Company announced that it has engaged KCrew Communications Inc.,
of Vancouver, -B.C., to .provide the company with investor relations services. KCrew was
engaged pursuant to a 3 month service agreement effective February 1,-2006. ThlS agreement was
termmated on May 31, 2006

’On April 19, 2006 the Company announced that it has retamed the services of Value ‘Relations
“GmbH, a Frankfurt-based investor relations company to. obtain Frankfurt:Stock Exchange listing
and to act as the Company’s Strategic Irivestor Relations consultant in Germany, Switzerland and
""Austria. Value Relations' will assist Megastar with introductions to the, European financial media
“and brokerage comrnumty The term of the contract will be initially 6 months, commencing April
17: 2006,1at a‘rafe of €5,000 per month. Value Relations GmbH will also be Teceiving incentive
stock options to purchase 200, OOO ‘common shares 1n the capttal stock of the company at
SO 32/share o o S

Stock Option Plan:

Pursuant to a “Stock Option Plan” as approved by the sharcholders at the Annual General
Meeting that was held on July 21, 2006 the Company has implemented ‘a’ Fixed Stock Option
Plan whereby a maximum number of shares reserved for issuance under the plan at any one time
will not exceed 3 626 746 shares

ISUBSEQ"‘L‘IEI_\I_T EVENTS: -

On September 27, 2006 the Company announced that it has arranged a’ minimum of $600,000
and a maximum of $1-million non-brokered private placement at a price of 20 cents per unit.
Each unit will consist of one flow- through common share plus one warrant entitling the investor

-to purchase one non-ﬂow through common share for a period of 24 months and an exercise
‘price of 30 cents in the first year and 40 cents in the second year.

On October 19, 2006 the Company announced that it has completed a non-brokered private
“placement offering with MineralFields Group announced in Stockwatch on Sept. 27, 2006, to
raise $955,000 by the issuance of 4,775,000 flow-through units at a price of 20 cents per umit,
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with each unit. consrstmg ‘of one flow- through common share, and on¢ non-flow: through share_
purchase warrant (NFT warrant). Each NFT warrant is exercisable into one additional non-flow-
through common share. for;a:period,of.two years from the date:of closing, at an exercise price of
30 cents per share in the first year and 40 cents.per share in. the second year The company paid
to Limited Market -Dealer Group a cash fmders fee of $47 750 equal to 5 per ¢ cent of the

.. = offermg, as well as'issued a-finder's fee option'to purchase 477,500 finder's fee units equal to 10
. per cent of the.units subscrrbed for at the,unit price of 20 cents for a term of two ,years. Each -
. finder's fee unit comprises one non- ﬂow—through common share and one transferable ﬁnders fee

share purchase warrant. The. ﬁnders fee warrants have the- ,same terms as the warrants
comprising the, ﬂow through units: All of the securrtres ‘issued. by the company n connectlon
with this offering are subject to a four-month hold penod whrch explres on. Feb 19, 2007 ‘The

“ptoceeds from the prwate placement will be used-for. contlnumg exploratlon programs on the

company s mmeral propertres m Quebec and Bntrsh Columbia. '~

e oL

Selected Annual Information

. T T R

YearFEnded ‘

Results of Opérati'ons :

.....

eE : - fat Year Ended Year-Ended
’ T February 28, February 28 ‘  Febriiary 29,
o 2006 2005 - " 2004
"a. | Net Sales-or* Total Revenues : : . $Nil . $Nil. "$Nil
b. | Basic Earnings (Loss) per share from b $(0 02) $(0 02) -'_ :$(0.02)
. Continued Operatioris . ;. .~ . " R
| c. | Net Income or (Loss) in total T o $(288 665) $(l75 080) T 8(121,420)
- |'d. | Net Income or (Loss) per.share..s i 2 $(0.02) ] 8(0.02).: |1 $(0.02)
e "Net Income or (Loss) per. fully dlluted share $(288 665) $(l75 080) 71$(121,420)
~lbasis v e oy e : Sl NI
f.*{ Total Assets" o e LT, $746 325 $168 582 [0 $114,014
g. | Total long-term-financial Liabilities e VNl 0 NIl
h.’| Cash dividends declared per 'share N/A N/A : N/A °

- accounting prmcrples requ1res management to. makeaestrmates and assumptlons that affect the
reported amounts of assets and:liabilities and disclosure’of contingent assets and liabilities at the.

. date of the ﬁnancral statements and the reported amounts-of reveniies and expenses during the .
reportmg penod: Actual results ‘may ‘be-different from those- estimates. ‘Additional- -significant ,
- accounting polrcles are detalled in- Note 2 attached to the ﬁnancral statements v :

O N I a ‘ ,

""The Company s current exploratron focus ‘has been on its, ~l 00% owned RALLEAU Zn-Cu and

SIMKAR gold’ properties’ located in. Quebec The Company has also been actively reviewing
' numerous exploratron pI‘OJCCtS dunng the penod under rev1ew i search of addmonal projects of
ment t » - .
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Summary of Quarterly Results

1 P

The following tabie sets forth selected (unaudlted) quarterly ﬁnam:tal mformatton for each of the

last ei ght most recently completed quarters

For the Quarter Penods Endmg - August 31, " | May 31,2006 | February 28; | Nov. 30, 2005
on = " | 2006 - | 12006}

Total Revenues : $ Nil ' $ Nil . $Nil © $'Nil
Net Income (Loss) before ($98,449) ($184,848) ($90,968) " |. ($56,684)
discontinued operations and ' - -
extraordinary items’ e I '

Total Net Income (loss) L ($98,449) ($184,848) . ($90,968) ($56,684)
Basic (Loss) pershare. ~ ~ " |  ($0.006) U80.01) | ($0.007) " ($0.004)

For the Quarter Penods Endmg August 31, May'3‘l,' 2-005 "February 28, | Nov. 30, 2004

on . g L : 2005 . - 2003 .
“Total Revenues : oo $Nil. ], 8Nl | $Nil. . $Nil
Net Income (Loss) before - ($84,435) | (856,578) | ($57,605) .| ($35,700)
discontinued operations and ' B AR '

| extraordinary items S T E A e r »
Total Net Income (loss) ($84,435) ($56,578) ($57,605). | - (335,700)
Basic (Loss) per share - ($0 007) (30.005) " ($0. 006) ($0 003)

Administration expenses of $286,504 for the period ended August 31, 2006 represented a $145 244
or 103 % increase from the prior year. The contributing factors increasing Administrative Expenses
were attributed to the accounting for Stock-based compensation of $60,760 (2005: $20,876);
Consulting fees of $36,550 (2005: $18,430), Management fees of $39 500 (2005 $19 500) and
lnvestor Relations of $97,698 (2005: $45,000). = )

Liquidity | r

The Company has no history of profitable operations and its mineral projects are at an early
stage. Therefore, it.is subject to many risks common to comparable junior venture resource

- companies, including under-capitalization, cash .shortages and limitations w1th respect to

personnel, financial and other resources as well as a lack of révenues.

At August 31,.2006, the: Company had $153 873 workmg cap1tal surplus as compared to
$417, 859 surplus on February 28, 2006. ,

The Company’s ability to continue as a going: concern in the shoft term is dependent upon its
ability to obtain financing. The Company obtains financing by the issuance of share capital or

from the disposition of its mineral prospects Although the Company has been successful in the
" past’ in- obtaining ﬁnancmg, there can ‘bé no assurance that ‘it will be able to obtain adequate

ﬁnancmg in‘the'future or that the ferms’ of such ﬁnancmg will be favorable.
B LS PR

- H
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Capital Resources TR

The Company’s ‘sources of funds are derived from: (i) private placement ﬁnancmgs (flow

through and non-flow through) and (i1} amounts ow1ng to. related parties. .

Additional disclosure concerning the Company s.administrative expenses and resource property
obhgattons and commitments are provnded in the Company $ Consohdated Statement of Loss
" and Deficit and Notes therem |

Off—Balance Sheet Arrangements

- . .
- v I .‘A .

The Company has no off-Balance Sheet Anangements other than reported in the Notes to the

" Financial Statements. -

Transactions with Related Parties

e

During the penod ended August 31, 2006, the Company pa1d and/or accrued an aggregate
-$39,500 to the dlrectors for management- and administrative semces Consultmg fees to related

parties for non- geologlcal services totaled $3,350.
_(

_See Note 5 of the aud:ted ﬁnanc:al statements as at August 31 2006 R R

Proposed Transactions = IR
N o .
Critical Accounting Elstimates |
N/A o

Changes in Accounting Pollcies including Initi_al Ado'pti_onl C

_There have been no- changes in accounting pohcxes See Note 2 “Summary of Slgmﬁcant
Accountmg Policies” for details of the Company s. accountlng pohmes

Financial Instruments and Other Instrurnents

Megastar s ﬁnanc:al mstruments con51st of cash and short-term depos1ts accounts recelvables
. prepaid expenses, accounts’ payables and ’ accrued hab1ht1es .and due to related parties

approximate their fair market value due to the short-tenn matunty of such mptruments Unless

otherwise noted, it is management’s opinion ‘that the Company is not exposed to significant
interest, currency or credit risks arising from these financial instruments.
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1.15  Other MD&A Requirements

A. Authorized and Issued Sharé ’(‘Zapital"as. at October 19, 2006:

Authorized: _ an unlimited number of Common shares W1thout par value
Issued and outstanding: 23, 033, 733 common shares

B. Optioh§, Warrants & Convertible Securities Outstanding as at October 19, 2006:

The fo]lowmg optlons warrants and converuble secunnes were outstandmg as at October 19,

2006: '_jf o A
Number of Options ) Exercise Price Exgir_’y Date
200,000 © 7 7 T$0.32 April 17, 2007"
295,000 © 7 ' $0.11 Decémber 5, 2008
120,000 " $0.25 * ' January28,2009
500,000 ' $0.11 -7 - January 17,2010
750,000 $0.15 January 25,2011
300,000 © $0.20: ° ° :‘March21,2011 .
© oo 75000 ¢ . . - $022° .- April 10,2011
e a230,000 e e
T oL . LT
+ - - . Number of Warrants U - Exercise Price .- Expiry Date
o, n‘r.‘-;.',:',". w CE e Co P
e 740 000* ol - 50.20 . January 11, 2007
) 2918750 $0.15 February 9, 2007
1,250,000 $0.20 May 20, 2007
477,500 $0.20 October 19, 2008
4,775,000 © %030 ‘October 19,2007
‘ o $0.40 October 19, 2008
- lg l é! gig : + : ' .

*Two warrants are required to purchase one share.

C. Evaluation of Disclosure.Coﬁtrole and Procedures -

¢
at

Based on our evaluation for the six months ended August 31,2006, we have concluded that our
disclosure controls and procedures are sufficiently effective to provide reasonable assurance that
material information required to be disclosed in the Company’s interim and annual filings and other
reports filed or submitted under Canadian securities laws is recorded, processed, summarized and
reported within the time periods specified by those laws and that the material information is accumulated
and communicated to management of the Company, including the President and the Chief Financial
Officer, as appropriate to allow timely decisions regarding required disclosure. .
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Form 52 109F2 Certtf catwn of Im‘ertm Ftlmgs ,
I Dusan ‘Berka, Presrdent and Chtef Executtve O_[f icer of Megastar Development Corp -
certify that: " S

;o * Y e -:._-"

o

1. I have rev1ewed the interim ﬁlmgs (as thrs term is defmed in Multtlateral Instrument 52-

- 109 Certtf cation.of Dtsclosure in Issuers Annual and Intertm Ftlmgs) of Megastar
) Developmem Carp (the 1ssuer) for the mterlm penod endmg August 31 2006 '

T
PR
[P - i --1...,[

"- 2., Based on my knowledge the mtertm ﬁhngs do not contam any untrue statement of a

. matenal fact or, omit to state a material fact requrred to be stated or.that is, necessary to
. makea statement not mrsleadmg in light of the c1rcumstances under which it was made
wnth respect to the penod covered by the mtenm ﬁ]mgs L -

y . AR
LA ! JRT

i —

' P . -
S oo VN I N

.. 3.. .. -Basedon rnjr‘knowledge the mtertm ﬁnancral statements together w:th the other R

' 4.. The issuer's other certlfyrng ofﬁcers and I are respon51ble for estabhshmg and

. .- ﬁnancral mformatmn mcluded in the mtenm ﬁltngs fairly’ present in all matenal respects

the ﬁnancral condition, results of operatlons and cash flows, of t_he issuer, as of the date
and for the penods presented in the interim ﬁhngs SRR c Lo
. ‘.:l-.”,: ’!, i '. .‘ R L. IRy .- ‘.‘ . . !-I’ .

Tt
mamtammg disclosure. controls and procedures and mtemal control Qver ﬁnancral
' reportmg for the i 1ssuer, and we have

.. T4
L . |\=-|g

;- (a)-, ~ desrgned such d:sclosure controls and procedures or caused them to be desrgned
- + &, ., -underour, supervrsron to provrde reasonable assurance. that matenal mformatron _
) relatlng to the issuer, mcludmg its consolldated subsrdlarles, 1s made known to s
by others w1th1n those entities, partlcularly durmg the penod in which the 1nter1m

- ) l

ﬁhngs are bemg prepared; and PR cL : e

a v . L

R N -

. TR =
- .(..\n-l v\‘ oot o 4"\_.;w

. ) '(bi : _desrgned such mtemal control over ﬁnanc:al reportmg, or caused 1t to be desrgned-.
' : under our, supervrsron to provrde reasonable assurance regardmg ‘the reltabrhty ot;

financial reporting and the preparatron of ﬁnancml statements for extemal
purposes in accordance with the 1ssuer s GAAP and . -

S L

t B

5 I have caused the 1ssuer to dlsclose m the mtenm MD&A any change m the 1ssuer S
1ntemal control over ﬁnancral reportmg that occurred durmg the i tssuer s most recent B

¥ mtenm penod that has materially affected or is] reasonably hkely to matenally affect the

issuer’s mtemal contro! over ﬁnancral reportmg
Date: October19 2006 et o R A
“DUSANBERKA A o T

Dusan Berka P. Eng - ST RS A T
President and Chief Executive Officer B e N Rt R AR

-r



Form 52-109F2 Cem:ﬁcation of Interim Filings
I, Gary Musil, Chief Financial Officer of Megastar Development Corp., certify thatt

1. I have reviewed the interim filings (as this term is defined in Multilateral Instrument 52-
109 Certification of Disclosure in Issuers ' Annual and Interim Filings) of Megastar
"Development Cor'p., (the issuer) f01_' the interim period ending August 31, 2006;

2. Based on my knowledge, the interim ﬁlmgs do not contain any untrue statement ofa
material fact or 6mit to state a material fact required to be stated or that is necessary to
make a statement not misleading in light of the circumstances under whlch it was made,

- with respect to the period covered by the intérim filings; :

3. Based on my knowledge, the interim financial statements together with the other
financial information included in the interim filings fairly present in all material respects
the financial condition, results of operations and cash flows of the issuer, as of the date
and for the periods presented in the interim ﬁhngs

4. The issuer's other certifying officers and I are responsible for establishing and
maintaining disclosure controls and procedures and internal control over ﬁnanc1al
reporting for the issuer, and we have: : : - o

(a) designed such disclosure controls and procedures, or caused them to be designed

- under our supervision, to provide reasonable assurance that material information
relating to the issuer, including its consolidated subsidiaries, is miade known to us
by others within those entities, partlcularly during the period in which the interim
filings are being prepared and

(b) de51gned such internal control over financial reportmg, or caused it to be de51gned
~ under our supervision, to provide reasonable assurance régarding the reliability of
financial reporting and the preparation of financial statements for extemal
purposes in accordance with the issuer’s GAAP and

5. I have caused the issuer to disclose in the interim MD&A any change in the issuer’s
internal control over financial reporting that occurred during the issuer’s most recent
interim period that has materially affected, or is reasonably likely to matenally affect the
issuer’s interrial control over financial reporting. -

¢ s

Date: October 19, 2006

“GARY MUSIL”

Gary Musil,
Chief Financial Officer
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